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I 

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

/I To the kmi d Direoors and StockhoLders 
of Pot-West Tekamm. 1-c.: 

We hove audited the accom+xmying taiance sheen of Pat-Wea Tekcomm. Inc. lo California corpora~ionl OI oi 
December 3 I, 1998 omi 1999. and tffe &ted sto~emenrs of operaions. changes in s&holders equiry ldeiiclrl 
and cash Howr for each oi he three years in the pried ended December 3 I, 1999. These fixmaol s~temen~ are 
the responsibility of rhe Company’s management. &r responsdbility is IO express an opinion on these financial 
stotemenb tared on our ouditr. 

In our opintin, me financial sforemenfs referred to above present foi*, in all material rapens, the financiol position oi 
POC-West Tefecomm, Inc. OS of December 3 I 1998 and 1999, and the results of its operotiom and ifs cash fbws for 
each of the three ywrs in the period ended December 3 I 1999. in conformity with occounfing principles generally 
occepled in the United Sknes. 

hn Francisco. California. 
_ _ _ _ _ _ 



Balance Sheets tar of December 31, 1998 ond 1999) 

2 I 
ASSETS 

lwa 

s lS.236.003 

4.623.ooO 
6wx 

1.971.ooo 
M7,cm 
861.Ko 
457.030 
151,CCO 

23.8lO.CCO 

!W 

5 82.688.ml 

10.087.033 

70.138.ocO 

8.339.ooO 
63.003 

195.cca 
952.0XJ 

2.786.033 
864.030 
580,CCO 

176.692.ocO 

Equipment. Vehicles and Leasehold Improvements: 
Newa+ ad other ccmmunicotion equipment 

Office furniture and equipment 

V&ides 

fmsehdd i,“(xo/emenk 

Prc+xk in pqw INote 21 

Lesr: kcumukned ckfx&Acn and omdimr~l 

Equipment. vehides and kasehdd imprwmns. C-Z! 

29.8 I7,KCl 71.l42,cm 
I ,965.KXl 3.6do.m 

717,oxl l.lW.KO 
5.581.030 11.661,cm 

25.597.030 32.405.003 
63.677.CCO I20.047.030 
16.383.ooO1 114.858.0301 

57.294,003 lOS.189.CCO 

Other Assets, ne( I ,389.CCO 8.219,ocO 

Total asek 5 82.493.CKX J 290.100.m 
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Sheets (as d December 3 I, I 998 and I 999) 

LlAglLlTlES AND STOCKHOLDERS’ EQUITY [DEFICIT) 

Senior Notes 

Senior Secured Borrowings and Other Long-Term 
Obligations (t-&e 31 

Notes Payable, less curren, pamon 
TOMI longterm debt 

Deferred Income Taxes 
To& liabilities 

Commitments and Contingencies (Note 5) 

Convertible Redeemable Preferred Stock, $O.@ll p wiw: 
I .75O,ooO 3am ohrized; I ,750,0X1 and 0 isued and atsanding a 

kembz 3 1, 1998 and 1999. resetpeoi fpreference in liquida,ion d 

$45.CCO.o30. plus acaued cumhve dividends of $1.324.033 or 

Cecember31.lW8~ 

Stockholders Equity (Deficit): 
canman &, $4x331 par v&e: 

Aulhwized shxs-SO.CCX3.EO 

Issued and cawading sfwes- 17.587.458 and 35.393.326 at 

cecemtm-31.19980nd1999,,espRtity 
kfdiliaxll p&in capitol 

N-%s rexnoble fran stcckhdderz 

Retained earnings [deficit] 

bnl &deo’ equiv fdeficitf 

Tot01 fkabifitis and $c&c!den’ equiy fdeficitf 

F-d 

0 132.CC0 4 WXO 
5.147ml 13.158.co3 

846,cal 1.719,cca 
8.435.003 

2,153.cm 1.269.CCO 
520030 

8.27vm 25.2cO.OCXJ 

150.cm003 

fcQo3o.coo 

116,ccQ 17.030 
lcoll6.cKxl 150.017.m 

I .wmxl 8,633,coo 
110.282.ooo 183.850,cco 

46.324.003 - 

18.cKx 35.m 
8.905.cco 173.345.m 

1233.0031 1233.0031 
182.803.00l 166.897.cml 

l74.113.cm1 106.250.ooO 

II 82.493.003 $ 290.100.030 



of Operations (for the yearr ended December 31, 1997, 1998 ond 19991 

,947 

S 29.551 .ooO 

1998 
542.21 I .COO 

,999 
s 95.505.Dal 

12.060.ooo 15,344,000 20.5 lo.m 

7.367.ooo 10.779.Doo 22.855.ooO 

3.798.Mx) 

2.2D4.cco 4,106.cca 8,689.CCO 

21,631.ooO 34.027.CCO 52.054.ocO 

7.92O.CCO 8, I84.000 43.451 ,x0 

Revenue. (Note 51 

Costs and Expenses: 
Opemasng 
Wing, genenl and administrative: 

Selling. general and odmmirtrotive 

Tronsuaion bonuses and consultant’s cost (Note If 

Depreciation and amortization 

Total cma and expenses 

Income horn opercrtions 

Other Expense (Income): 
lntenst expense 

Gain on disposal of answering se&e division 

Costs of merger with PWl Acquisition Corp. and 

recopilafimlion 

932.CK1 4.199,coo 18.124.003 

l385.oool 

other income. ner 

TOIOI otfw expense, net 

Income before provision for income 

waxer, and extrawdinary item 

3.004.030 

II 19.oool 1330.0001 l3.69O.CCOl 

428.OC0 6.873.000 14.434,cal 

7.492.ooO 1.311.ccO 29.0 17,ooO 

Provision for Income Taxes 2.997.ooO 1.561.000 13.111.ooo 

lnccme (lossf before extraordinary item 4.495,cal 125O.CCQl 15.906.Mx) 

Extraordinary Item: 
loss on earn, extinguishment of debt. 

net of income tax benefit of J278,ooO 

Net income (loss) 

I4 ~7.ccOl 

4,495.ooo l667.ooOf 15,906.C~X 

Accrued Preferred Stock Dividends 

Net Income (Loss) Applicobla to 
Common Stockholders 

11.3240001 14.085.DNl 

$ 4.495.ooO Jl1,99l.oool J 11.821.ooo 

Income (Loss) Before Extraordinary 
Item Per Share: 
Boric 
Diluted 

$ 32.11 5 IO.301 $ 0.59 

$ 32.11 $ IO.301 $ 0.56 

Net Income (Loss) Per Share: 
Basic 

Diluted 
16 32.11 4 IO.381 $ 0.59 

4 32.11 3 IO.381 s 0.56 

Weighted Average Sharer Outstanding: 
Basic 

Diluted 
14O.ooO 5.244.191 20.172.968 

l40,ooo 5.244.191 21.293.828 



tatements of Changes in Stockholders’ Equity (Deficit) 

FOR THE YEARS ENDED DECEMBER 31, 1997, 1998 AND 1999 
2 Nolcr Tomi 

$ Additiond secelwbk Rnomnea Socihoiden 
L$ bmmn sod: PO&n lml Eommgs EWIV 
cu shores AMmf COCiSl sacihddm IDebatl o&ill 
z 

2 
2 

BALANCE, 
December 31.1996 14CO3 4 4.037,ccO $ -9 - $ 140.CO3 $ A.l77,co3 

Nelixme - 4.495.0x) 4.495.m 

8ALma. 
December 31,1997 14o.ao 4.037.am - 4.a5.m 8.672.ocO 

cL?mmkm !a $0.0.031 
pa wke urk - l4.037.coJ1 4.037.033 

EffeafwmgermhFWT 
Acquisition Gap and 
recopi&3tion (Ncde I) 7.176.988 7.m 1.193.0 - lw7l.co31 ~85.571.am 

ksuonce d canmm sect 9.658.012 10.03l 4.7as.m 4,71f3.m 
kausicumuknlvediviiendr- 

p&red ti - 11.324.CKJl - - 1~.324.W 
lsrra~es d common arcck kx 

mhardcawrecermbie 612,458 I.033 291,033 l233.ocol - 59.033 
Net& 1667.mn 1667.m 

BALANCE, 
December 31, 1998 17,587,458 18.cm 8.co5,cco 1233,ccOI 182,803.KQ (74.1 IXCOJj 

NM proxeck hem initial public 
oRering d mnkm rtcck 12.765.ccO 12,cm 118.121.033 - 118.133.cm 

Comwrian d p&d s& 5SW868 5.m M.404.0 - so,409,a3.7 
..kw.i cumulohve dividends- 

pru=k - 14.085.rnl - I4.085.ccol 
ial iKQne - 15.m.cm 15,cwm 

BALMlCE, 
lkembar31.1999 X.393.326 J 35.m 4173.345.axl 16 1233.0331 $b5.897.am slckszckm 
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Stateinents of Cash flows 
. 

417,ccQ 
3.m.Lxo 
4,lW.oM) 
1.43E.cal 

IcQ.ooo 
Vtl3,ooO 

8.68V.CCO 
1.162.cco 

f62Q.con 
275.cal 

6.316.ooO 

IZ.034.0001 fl.a5l.cKol 
lW.@m Q7.cco 

0 II ,971 .xof 
195.wo II 17.03Of 

ll75.ccol 1263.W 
156.CCOl QI.wO 

654ooO 3.988.CCO 

133.ocO 
5.876.0 

1 .w)B.ccr) 
I2.033.CW 

lll.ccnl 
41.43v.cco 

l7.103.0031 (42.176.CCOI f56.37O.C031 
170.138,cw 

lQ.458.CCOf 
402.003 

82.ooo I45.cG 
16.6lQ.CCOl 142.031.CGlI ll35.Q66KQI 

150.003.wO 
I I8.133.cca 

IlM).cco.ml 
5.Q31.003 10.514.co3 
11.332.cw f2.658.ccol ll32.cOol 

1730.ccOI lE2wJn 
II.IQS.wOI f6.022.C03I 
15.587.wo 
V.KWJYJ 

V.039 

31.844,cco 
5.V68.oM) 

75.413.oxl 
174.015.cco1 
123.159.ccO1 

11.EQS.ooO1 

12 1 I om 
3.658.003 

2.v15.!m 

12.V54,Mw)I 

41631,ooO 

1 I ,633.ow 

16) V7V~cco 

67.452.(xX, 

688.ool 3.603.cca 15.236.ooO 

s 3.603.030 5 IS.236.MxI I 82.688.Mw) 



NOTES TO FINANCIAL STATEMENTS 

ITEM 1. ORGANlZAllON 

POC-West Tefecomm. IK. [the Cornpony) is o rapidty 
growing pravider of integmt@Z communicotbns sewices 
in the western United Slates. The Componyi cusmmers 
include Inremet Service Providers lISPsI. small and medium In Nowmber 1999. the Company consummated on 

businesses and enhanced ccmm~nic~tions service 
providers. marry of which are communications inrensive 
“*IS. 

The Compaq was i-corporoted in * 1996 in ihe 
site d Colibrnio as o wiml~ owned subsidiary of 

CalPage (0 t&phone. answering and paging services 
companyI, also brmedy rmmed ParWerr Teleccmm. IK, 
ColPoge tmnsfefened its telephone and answering service 
divisions 10 the Company effectwe September 30, I 996 
(the Initial Tmnsferl. 

During 1997. the Company sold ik customer base cmd 
other oasee,s of its answering sewice division free 
Note 101. 

The swess of he Company is dependent upon se-.eral 
factors. These factors include the Cornpony’s ability to 
pewvote odditionol rrarketi and to manage network 
groWm and technofcgicuf change within Ihe teiecommunk 
cotions industry. the successful implemennrion of lccol 
and enhanced sewices to its custorner~ ad ISPs, and 
competition from preexisting OK! new providers of local 
ond bngdismnce 5ewicez. as weil as posilive and timely 
responses regarding govemmentol regeguhtiom. 

On September 16, 1998. he Company complelec D 
merger wih FVVT Acquisition Corp. (f%VlJ and 0 recapi. 
t&ation of the Company (the Tronsxtion]. FWT was 
bmed by o group of inves!as Ithe New S&holdws) for 
the purpae of injecting additional equity into he 
Company and &ding the recopitolitiion. In connection 
with the Transaction. PWT was merged into the Company, 
with lhe Company being the surviving corpwalion. In ccn 
n&ion wifh ii-e Transanicm. me existing uockholders of 
me Company received cash payments of opproximote~ 
$74 million. as well as shores of wwty i&sued preferred 
ad comnwn stock of the Cornpony in exchange for a 
subsmntiol poltian of lheir ownership inte*esesn. 
Additionolfy, ar the comummaion of the Transooion, he 
Ccmpony paid franzaction bonuses and consuhon~s costs 
!aaling approximaefy $3.8 million. which OR included in 
the accompanying stotemenb of operotionr. Under the 
terms of he Tmnsanion. !he exiswg stockholders of the 
Canpuny were entided to eceive oddifonol ccmsidero- 
tion up 10 $20 million in the event that cermin billings 
under d&pure were received subsequal M the recapink 
imlion Isee Note 51. After corwmmation of the 
Transaction. & existing srcckholders continue to hold 
approxirmfefy 28 percent of the issued and ousmnding 

initiil pblic &ring of its common svxk. A omi oi 
12.765.ooO shares wwe issued in conneaion with rhe 

offering resulting in net proxeds after u&writers’ 
disccunf and expenses of opproximatefy 5 I 10. I million. 
In addition, concwem with Ihe offering. all ouMnding 
prefemd stock and relayed accrued cum&i= dividends 
were convened im 5.0A0.868 shares of the Compxy’s 
comm stair. 

ITEM 2 SUMMARY OF SIGNIFICANT 
ACCOUNllNG POLICIES: 

Cancentration of Customers and Suppliers 

The relatix concentration of cusfomers and suppliers of 
the Company are: 

The prepxation of finoncial sntemen~s in conformity with 
generalh/ accepted accounting principles requires 
mnogement to make estimates and osrumptions rhot 
offed tk omcmb repned in the financial slarements 
ad he ocmnpanying notes. Aowl resulb could diner 
from those ertimtes. 

Regulation and Competition 

Revmue Recognition 

Revenues from the sole of tekcommunica~ions prcducts ore 
recognized in he month in which h sewice is provided. 
excepr for reciprocal compensolion generaed by co/Is 
placed 10 ISPs connected through the Compny’s new-ark. 



NOTES TO FlNANClAL STATEMENTS 

b 
The rights of c omplilive lccd exchange carriers. such a* 
he Cornpony. m receive his type d compensohon is the 
wl+cl of nmrws regubmry old !egd challenges kf! 
Note 51. Until this i.we is uhimae~ resolved. he 
Company will conlinue to recognize this rewnue on 
0 corkeivd tasia. 

Cash Equivalents 

For purposes d repming cash flows, the Company cw 
siders dl highly liquid investments wilh on origind moturiV 
of three montix or fess horn he dafe of acquisition to be 
cash equivalents. 

Reshicted Cash 

All investments with an original motiriv d grearer bon 
three months horn he date d acquisition ore coxunred 
fw under Finonciol Accounting S~ordords Board (FASBI 
Statement No. I 15. ‘Acccuntirg for Certain Irwestments 
in Deb! and Equity Securities.’ The Company determines 
the appropriate classifimlion 01 the time of purchxe. All 
investments as d December 3 1, 1999 were classified 05 
oMilobldorsoie and appropriotety con&d of foir M/W 
Realized goins and foxes are included in othec incane. 
net in lk occompnying Smeme”k of operaions. 
Differences between cost and fair v&e are recorded OS 
unrealized goins and bsses in o separate mmp3nem of 
snckhdden’ equity. As d December 3 1, 1999. the cost 
of lhese inveshnents approximated marker. 

Inventories 

lhvenmr~es consist of telephone equipment. porn and 
instdlation morerids. which are vdwd a rhe bwer d 
cost or market. Cost is detenined by he overage cost 
method. Pravirion is made 10 reduce slow wing 
inventory IO reflect its estimated net realimble value. 

Equipment, &hides and Leasehold 
Improvements 

Equipment. vehicles and leasehold imprwements are 
stated ,,I cost and in&de netmrk ond other commumco. 
tion equipment, office furnihtre and equipment, vehicles. 
IeoseMd imp rovmenk. pmieck in prograss and equip 
mem deposits. Equipmem ircludes assets acquired under 
capital &e% Fxpzndilures for maintenance ore charged 
10 expense as immed. Upan retiremenl. tie assef cosl 
or-d r&ted accumubted depecimion are reiiewzd kom 
tk financial sntemenk. Goim and bsses ouoliatec wilh 
dispositions d equipment. vehrdes and leasehold 
improve&& ore ref!eckd OS a aompQne”! of omer 
incane. nef in Ihe owmpo@ng staementr d 
operaticm. Depeciation ad’amcftization is computed 
using the stmight4ine meti based on tke following 
estimated u& lives: 

Equipment 3to77n 
Vehicles 5Leon 
Leasekkl improvements 10yeanorlifeoffeose. 

whichever is shoner 

The Company copitdires interest on capital projects when 
the project inwkr considar&fe time and major expendii 
tures. Such interest is mpinlized as pon of the cost of the 
equipment and leaehdd imptovement and is amortized 
over the remaining life d the assets. Interest is capitalized 
based on roles br tmrrowingr that ore ouktmding over 
he period required to complete the suet. In 1998 and 
1999. the Company copinlired $303.ooO and 
42.3A6,CCO. respenivdy of interest rebted to copibl 
projects. Copitdimble intete~t in 1997 ~0s insignificant. 

Cepreciotion ond amortimfion of equipment. vehicles and 
leusehdd improvements ~0s %2.2OA,CCO $0.1 C4.ooO 
and $8.A75.0%3 for Ihe years ended December 3 1, 
1997. 1998 ad 1999. respectively. 

lduded in projecls in prcgrev 0, December 3 I 1998 
is $20,1328,Mx) br depxsik pad or payable on 
equipment noI in sewice aI year-end. 

Defer&d Financing Costs, Net 

Deferred financing costs net consist prim&y d capital- 
ized cmaun~ Q wdemriter lees, prdessicod fees and 
other expenses rebted IO the i&suOnce and subsequent 
regirtrotion d the $150,CXX,ooO Senior Notes. These 
deferred financing costs are being amcutzed M o 
snaight-line basis Iwhich apprcutimotes the effedive interest 
methail over the estimated IO yeor term of the txxez 
beginning ~anwry 29, 1999.Ome1 deferred finoncing 
ems are for the senior notes exchange offering and costs 
rehting K, b senior credit facilily. Amortization expense 
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( NOTES TO FINANCIAL STATEMENTS ) 

foflheyeonendedDecember31, 1W8md 1999. 
vms $ I ,438.ooO ad $1, i62.ocO. respeaive~. ami U 
included wihin intefesf expense in he accompanying 
smmnents oi operotionr. 

other Assets 

At December 3 I, other assets corni* of the following: 

1998 Ivw 

c&Id fimrg cat s l.I9S.oM I 5.MB.m 
kqismdkmerighn 1.513.wo 
hqwm poex d pepoid 
-w=~depoun 849ml 

b+=-poMld 
-mDmmpr IM.cm 

am M.000 *w.cm 
I 1.38V.cm I 8.219.53l 

During 1999. he Company purchased kuse rights of 
odditionol space in ib Los Angeks facility. This om~unl is 
induded in other os5els 0s listed above and is being 
amnized over the life of the lease. 

0th~~ accrued liabilities 

Supplemental Statements of 
Cash Flows Infomdion 

requires b owt and liability method of occwnrirg for 
illcome UIX~S. Under this merhod. deferred income taxes 
ore recognized for the bax consequences of ‘lempory 
differences- by op&ng the applicable stowron, tax rote 
)O rhe differences be- the finor& srarement coqing 
c.Trcwnls and the Ux his Of existing OSSeR and liobllilies. 
Under SFAS No. 109. the efka on d&erred toxes of o 
change in fm ro?es is r~agnized in income in he period 
Thor indudes th+ erwxnvent dote hosed on the oppiicobie 
tax me. 

Other Comprehensive Income 

In September 1997, he FASE issued SFAS No. 130, 
-Reporting bmpcehensive kome.’ SFAS No. 130 
establishes the didosure requiremenrz for comprehensive 
income and its components within ths financial sfofemenfs. 
There were m iems of other comprehensive income for 
he yem ended December 3 I, 1997. 1998 ond 1999: 
therefore. comprebenrive income is the zame os net 
income (loss1 for each of lhese yeors. 

Segment Reporting 

lhe Cornparry has adopted Slotement of Financial 
Accounting Stondords (SFASI No. 13 I, ‘Disclosures 
about Segment of on Enterpprise and Related Information.’ 
As on integraled tekcommunicatiom provider, the 
Copay has one cepombk operating segment. While 
the Company’s chief decisiomMker monitors the revenue 
memu of wrious services. operations ore monoged and 
finonciol performance is emitted bared upon the defii 
cry of multiple swvices wef common nefwork ocd facili- 
ties. This ol!avs he Compmy 10 leverage its costs in on 
effort to maximize return. As o result. Ihere ore many 
shared expenses gewmtd by the various revenue 
SWCI~S: because management believer thar any olfox- 
lion of b expenses to multipk revenue streams would be 
imprccd and mbiimry, mmogement doer. not currently 
m0k.e such alkcotiom inbemolly. The chief decisionmaker 
dces. however. monitor revenue smm~ at 0 mre 
demikd kvel than Ihaze depicted in he Company’s 
historicol gene& plrpose financial rtotements. 

The Company provides for income foxes in accordance Lccol sewices revenues for ihe year ended December 3 I, 
with Smtement d Financial Accounring Slondords ISFASI I999 include $2~.308.ooO of reaprccol compenlarion 
No. 109. mAccounting for Income Taxes.’ SFAS No. 109 

F-10 
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( NOTES TO FINANCIAL STATEMENTS ) 

In June 1998. the Firmxial hmng S*mdordr Bood 
IFABI issued Sratement d Finonciol Ascowing Srondards 
ISFASI No. 133, ‘Accounting for Derl~me lnsrrumenrs 
old for Hedging Aaivilies.’ ekfve br fiscal )eon be@,? 
ning offerJune IS. 1999. ~%rwgememdcez cc4 expect 
&plioodsFAsNo. 133in&JrurepericdsrokQveo 
significant impoa on ihe Compomj~ firxxcioi staemenrs. 

In December 1999. Ihe Securities and Excknge 
Commission i%.wed Sbff Accounting Bulletin No. 101 
rSAB IO I ‘1, Revenue Recognition in Finon& Stotemenk. 
s4a 101 pvides guichrze cm oppfying gecemlfy 
accepted ouounling prirx+es M reven= reccgnilion in 
finoncioi sMemenh. and is effxtiw for us in the second 
quarter of 2oM). While we believe lhat SAB 101 will 
hove ma nmteriol effecr on our current occounring p&W, 
we will w&ore our current policies 10 ensure that l&y 
ae in accadonce with SAB IO I 

Income (lossI per shore tns been cokubted under SFAS 
No. 128. ‘Earnings per Shore.’ SFAS No. I28 requires 
companies b cornpae income fbss] per shore under wo 
methods ftusic and dilutedf. &sic net income fbssl per 
share is cokulored by dividing net i-e f!asl by the 
weighted overage shores of common stcck outsmnding 
during the period. Diluted net income IbrJl per shore 
information considers the effect of dilutive snrurities (stock 
options and corwel-ttib4e preferred s&l os bibwr: 

Cowersl~n of the conwrrible redeemable preferred stcck 
fortheyeanendedCecember31. iwaad 19990~ 
he effect oi the exercise of stock options for yeor ended 
December 3 1, I998 ore amidilhe ond hove be-en 
rsclded from Ihe cokulotion of diluted income I!& per 
shore. The Company consummated an initial public c&r- 
ing of i& commx sfod and convened dl outstanding 
converrible redeemable preferred stock in November 
1999 (seeNote II. 

Basic and diluted income per shore ~0s the ~lme for the 
year ended December 3 I, 1997 OS here were f-0 tom 
venibk preferred stock or srcrk oprions wuranding durtng 
1997. 

3. LONGTERM DEBT AND OTHER LONGTERM 
OBUGATIONS: 

long-term debt ond other bcgien obligations consisted 
of the following a December 3 I, l99a and 1999: 

On January 29. IWP, Ihe Company isswd 
$150,Oi!Q,CW of Senior N&es o! par. Ihe Senior 
Notes bear inter& at 13.5 percent poyoble in semionnuol 
insmllments. with principal due on Febnmry 1, 2009. 

Proceeds d the Senior Notes were used k) reepay 
$1 CO.ooO,CCXl of senior seolred borrowings (including 
f9,CCQOCO d other bng+mn obligations rubsequenty 
financed through senior secured borrowirgsl and to 
esmblish on interest rexwe occwn~ M cu.er initid 
interest pnlmenn due under the Senior Notes hrough 
February I, ZOOO. 

The Senior Notes corn/ provisions that allow the Canpony, 
or ih option. to fil redeem up lo 35 percent d the noiez 
with proceeds of cermirrplblic offerings of equity prbr 
to February I, 2002. Iii) redeem oil or pan of rk 
nom or specified prices on or after February I, 2004. 
w (iii) dfer 10 exchange the mes within I80 days from 
the issue dare for o new i&ue of idenricol debt securities 
registered under the Securities AC! of 1933. os omemied 
[the Securities Aal. In Auguu 1999. Ihe Company 
ampleled the registration of these notes under rhe 
Securities Aa and on Sep!ember 22. I999 oil of the 
unregistered Senior Notes were exctungd for Senior 
Note5 registered under Ihe Securities Aa of 1933. 

The basic covenon~s of these rwes ranin lwbjea to 
certain limi!aions) the Compomjs hriure ability to pay 
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dividends. repurchase suxk, pkdge or sell os~ets OS 
security for other mansationr. 01 engage in mergers and 
business combinorions. The ccwe~nrs allow he 
Company 10 incur oddifionol debt subieo to various 
limitoliorcr. 

Al December 3 I, 1998 ad 1999. nom povabk cm- 
sisted of comaas mble to tanlir and finonce mmpo- 
nier for veh&s, requiring monthly principal and inwest 
poymenlr of $602 to $1 ,.S 10 of interest rota from 
0.9 percent 10 8.2 prcent due through June 2001. 
Notes payable ore secured by Cornpony owned vehicles. 
Future prirtcipol pqmenh consist of $99.003 and 
% 17,ooO in 2Mx) and 2001, respect+ 

4. EXTRAORDINARY IYEM-LOSS ON EARLY 
EXTINGUISHMENT OF DEBT: 

In conjunafon with the Tmnsotion [see Note 11 and the 
receipt of the senior secured borrowings during 1998. 
OS diid in Note 3. the Company repaid cenoin 
orounh owonding under notes pay&k and capitol 
kOS5 for equipment. The resulting loss in 1998 from &e 
eo* extinguishment of the debt of $695,coO, less me 
opplicobk income IOX benefit of $278.ooO, her been 
dkctd as on extroordinov item in the occompom/lng 
rfotements al operations for the yeor ended 
December 31, 1998. 

5. COMMITMENTS AND CONTINGENCIES: 

The Cornpony koses its five principal facilities in Stcckfon. 
Cnkhd. Los Angeles. Los Vqos and S&e punuonr 10 
nonmncelkibk operating leases thul expire in June 2CQ2. 
November 2003. September 206. Augusr 2009 and 
Cecembef 2009. respectiwfy. The kose expiring in June 
2002 ok0 cOnloins five ‘woyeor renewal optiom. The 
koxs expiring in November 2003. September 20%. 
August 2009 and December 2009 oko contain two 
fiveywr renwi options. The Compny also kuses 
telephone equipment sites and telephone circuin on 
m~omonth. annd ond kqien nonm~elbok 
kases. Monogement of Ibe Cornpony expects rhm these 
leases will be renewed or rep&d by other k-x-es in 
the normal coum of business. 

The Company’s he minimum kose payments with initial 
term in excess al one year 05 d December 3 I, 1999. 
are 05 follows: 

Renml expense charged to operations for the yeors ended 
December 3 I, 1997. 1998 and 1999. for all operoring 
koses for rpoce was $A32.003. $65O.CCO and 
$1 .XO,COO. respeaivdy. ond is included in selling, 
general and administrative expense in rhe occomponying 
statements of oprotion,. Rennl expense charged to 
opemions fa tekphone circuits of opproximote~ 
$6,ooO,ooO, $9.935.KK’ard $12.729.WJ for the 
yearsended December 31. 1997.. 1998 and 1999, 
respectiiy, is id&d in operating costs in the accom 
pmying sk3einenR of operations. 

Renml expense paid 10 r&ted parties was opproximorely 
5 0. J35,ooO and $163,ooO for the years ended 
December 3 I, 1997. 1998 and 1999. reapeciiwty. 

AI December 3 I, 1999, the Company her approximorely 
J 19.CC0.ooO of purchase orders wtstonding for nework 
equipment due for delivery during 2ooO. These purchase 
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orders ore cordable up 10 60 day prim k) d&very 
withour pa&y and ore expected to be finowed from me 
pcceeds received from the Senior Norer, from intern& 
generated cash f&n. from borrowings under me senior 
credit fccility or from proceeds from the Company> inillol 
public &ring consummared November 9. 1999. 

In addition. Ihe Cornpony is in the paz.ess oi impkmen~ 
ing a sew billing and operations urppon system. l&l 
eStimOlC?d arnts br hi.5 n/nenl aggregate oppfoximote~ 
% 16.500.000 d which approxirotefy 59.0XJ.CCO 
wn incurred in 1999. $6,CCO,CCO is estimated to be 
incurred in ZOBI and $ I .XJD.CCC in ZDOI All of Ihe 
amount5 immed in 1999 Ore recorded in proieds in 
progresatkember 31, 1999. 

During 1996 and 1999. Ihe Compom/ purchased 
opproximotefy 50 percent and 56 percent, respedivefy 
d &ml fixed axas from o single vendor. 

The Company has entered into employment agreements 
with cermin key executives Glut provide for rni”irn”rrl onnw 
d base sohries. bonus entitlement5 upon the achievement 
of certain ob@ctives. and the iwonce of stock opaons. 

These employment agreements. which were approved by 
he Compry~ stacldwiders in 1998 in comection with 
the Tronbon Ise Note 1 I. grated oprions IO two 
executives !a pmhose up v) 568.750 shores of the 
Compo~‘S mrlmn std.. The exerdse price al these 
options d $0.48 per shore oppraimoted the fair m&et 
wlue d h Ccmpam/> cnmrran snd a the date d 
grant. These options vegn over VD~IOUS dotes mroqh 
Odober 2001 and expire or various dotes tfvough 
c!cmber 2008 lsee Nate 61. 

The empbyment agreements were efkiw 0s of or 
subsequent to he close d the Tronwrcrion and have terms 
wryirg from one to three years: however, they my be 
!erminoied by eiiiw party 01 on eorfier dote under cerioin 
circumsmm. k of December 3 I, 1998 and 1999, 
the Commv+ accrued approximae~ $3O~,ooO and 
$8 I I .CXX in accrwd poroll and rebted expms in he 
-pa~ng Idonce hen for bonuses poyoble under 
mese ogreemna. 

Revenue Recognition and legal Proceedings 

The Canpony has esmblished in~erconnesion ogreemena 
with certain Incumbent tccol Exchange Carriers flLEGf. 
The Tekccmmuniationr Act d 1996 requires llKr n 
en@ into inrercannedion ogreemenn with Competitie 
locoi Exchge Companies ICLEG. such (IS the 

Cpnpanyl and other competitors and requires y~fe ?ublic 
Utilities Commissions lPUCsl to orbitore such ogreemenrs. 

The interconnedion ogreemenrs outline. among other 
iksms. compensation orrongemenrs for coils onginoring 
or termimving in rhe other porh/i switching equipmen,, 
pyment terms. ord level of *avices. 

Various ILEG how displred. and ore continuing 10 dip 
pate th inremet mfftc tolls mode (0 on ISP ore MI !ccoi 
cofk. ord OS such ore not cowered by the insrconneztion 
agreements. Funher two IfEG wilh which the Company 
fms interconnedion ogreemens hod withheld poymena 
from amam& billed by tfw Cornpony under their agree 
menIs since August 1997. and hove filed compbinn with 
the Superior Court of he Sbte of Colifomio and the 
California and N&o Public Utility Commissions (PUC’s]. 
The Superior Court ordered the complaint sroyed pending 
the Colifornio PUC’s review of the issues roisec by the 
complaint. 

In February 19W. the Federal Communtcaions 
Commission [FCC] &sued o Declorob~ Ruling on the 
iksw d reciprccof compensofion for tolls bound 10 ISPs. 
ihe KC ruled thar Ihe colb ore jurididionol~ inter*te 
colb. The KC, havwer, dewmined Iho! this issue did 
not resdve Ihe question of whether reciprocal compensa- 
tion is owed. The KC noted o number d foaon that 
WC& dbw he state PUG to ILove heir decisions 
requiring lh+ fxy-nent of comperwtion undislwbed. 

On June 24, 1999, the Colifomio PUC adopted o deci- 
star3 in the arbitratton prcceeding between Ihe Cornpony 
ord Pock Bell which held that reciprocal cornpenration 
wdd be mble for ISP oak under me new interconnec- 
IM agreement with Pacific Bell which become effective 
on June 29, 19%. Pacific Bell has reqwsed o reheor- 
ing d the decision. ofthough Pacific Bell has paid the full 
arrant of billings for tolls since rhe ektive dote of the 
new ogr-nt. 

On September 9. 1999, the Cornpony entered into o set- 
tfemenl agreement wilh Pacific Bell regarding its cloimz for 
unpaid reciprocof compwotion under their prior intercon. 
nedion agreement. Under the tams of the senlement 
ogreernent, Pacific Bell agreed to pay $20.0 million 10 
the Compaq and $20.0 million ba certain stcckhdders of 
the Company OS d he dote of the recopitolimlion [see 
Note I I, in senlemenr of those claims. As o result d these 
payments. the terms of the September 19913 recopitolizo- 
tin requiring odditiorai distribution 10 cermin ahorefmlders 
hove been satisfied 

On Sepemkr 2,1999 Nerd Ml mn-ed the Comp3ny 
d orhers OS defendonrs in Q suit ~q rewxse the decision 
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of the Public Utilities Commtuion of Nevodo. The 
Company is contesring the dairm of Newado Bell ond no 
awronces am be given concerning the outcome oi this 
axe or any resulting appeal. 

On August 25, 1999, the Cornpony oiong with the corn 
mis~ionen of the Colifornio Public Utilities Comrmss~on 
and others. were named as o defendonr in an onion fikd 
by GTE Coiifornio [GTE]. The anion challenges the lega!- 
iv of the Cofifomio Public Utilities Commission’s de&on 
regarding requiring recipranl compemotion for m&c te? 
minofion lo ISPs. GTE orgws mat such coils v) ISPs ore 
not local tolls within the meaning of ib agreement with 
he Company even though they ore dialed and billed os 
bcol coib. The Company is contesting the &aims of GTE. 

In Caober 1999. GTE paid, and the Cornpony recorded 
os revenue, %6.308.o00 of reciprccol compensoalion that 
GTE hod previoudy withheld. GTE hos not waived its 
rights to appeal. contest and seek subsequent reimburze 
mems oi amounts paid for reciprocal compnsoarion. 

In February ZCCO. the California Public Utilities 
Commission cammemd 0 separate generic proceeding 
M develop its policy regarding reciprocal compensorion. 

The Campony connot p&id the impact of the FCci ~1 
ing on existing state decisions or me owome of pending 
oppwk or on odditionol cases in Ais mater, Given the 
uncenointy concerning the final outcome of !he PUC pro 
ceedings. he pcaibility oi future extended appeals o( 
oddirioml litigation. and future decisions by the UC, the 
C ampany continws to record the revenue aswxiaed with 
reciprccol compensation billings to ILEG on o cosh- 
received bxis. 

The cma~nts withheld by the two ILECs which hod with- 
held fzoymems horn omowts billed by the Cornpony under 
their ogreerrmts during the years ended December 3 1, 
1997. 1998 old I w9 ore OS f&w 

6. STOCKHOLDERS’ EQUITT: 

Common Stock 

In conneaion with the lronsoci~ons in September 19%. 
cemn uockfwlden of fhe Cornpony entered imo 0 
Registration Agreement, whereby ot any time prjor fo 
September 26. 2001, one of rhe stockholders oi the 
Company may reqwu rhot he Company gram holders oi 
the common stcck of thor stocktaider the right ro prrchose 
0 cemin number of shores of rhe Company’s common 
stcck (the ‘Rights Offering-]. The Rights Offering, -ring 
924.165 shores offered from the s&t&et to its shore 
holders. wus ccmummaed in connedion with Ihe initial 
public offering of the Cornpony’s common s!cck in 
November 19%‘. Following 180 days after the Rights 
Offering, sub@ct M cenoin limitations. stxkhofders of the 
Cornpony who ore pony IO the Registronon Agreement 
my request that he Company register all or my ption 
of such rtockholderj common stock in the Cornpony with 
the Searities and Exchange Commission ISECI. In oddi- 
km. the Reginotion Agreement provides mot, subiect lo 
-in limitdtons. the parties to the Registration 
Agreement and certain nansfemn of common snrk origi- 
nally iswed 10 the parties of the Regirnotion Agreement 
may reqwt hot the Company idude any common stock 
held by such penons or entities with orry of the Cornpony’s 
common stcck that the Compmy proposes to register. 

Shxk Split 

On March 19. 1999. the eOard of Directors authorized o 
tmforae split of the Companyi authorized and outstand- 
ing cormon shWk and preferred stock. On October 7. 
1999. the Bwrd of Directors oulhorized o I .4 for I split 
of the Company’s outstanding common and preferred 
stock. In addition, on October 7. 1999. he Board of 
Directors approved o resolution to increase the outhaized 
rhores of common stock to 5O.ooO.ooO shares. All 
share ad per shore doto how been restored to reflect 
h stcck splits. 

Convertible Redeemable Preferred Stack 

The preferred stock has preference over common snck in 
liquidation equal to its liquidation v&e of $25.72 per 
shore. plus accrwc dividends computed 01 o IO percent 
mate. compounded quarterly (collecnvely. the Preference 
Amount). Afier payment of the Preierence Amount. the 
preferred yock and the common stock shore rarobly in 
any distributions by the Cornpony. As of b dote of the 
initial public offering in Novembw I999 011 of the our- 
sanding prefeved stock and cumulorive dividends then 
cutsmcding were conrenec into comrmn stcck. 
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D 
stodc option5 

In Jowary 1999. he Company+ Board of Dirmon 
approved the Ierms of the 1999 s&k lncentrve Plan (the 
‘Plon’l which ouiinizes the granting of sicck oqions. 
including rerniaed stock, seek q pprectotion rights. divk 
dertd equiwlent rights. perfononce units. periormonce 

shores or other simtbr rights or benefits 10 emp!qves. 
direcrorr. co~ul~oms and advisors. Options gromed 
under the Pbn hove a term of ten ,eoarr. In addition, 
opiom hove been gronred to two senior officers outside 
ofthe 1999Pbnbutgwwnedbycheruksofthe 1999 
pfon. An oggregore ai 3.150,CCO shores of common 
srcck f-me been reserved for option grams. 

A summary of the stohls of Ihe Cornpam/> stod; opfions pbn ok December 3 I 1999 and changes during the -on 
ended December 3 1, 1998 ond 1999 ore psented in the bble below: 

Weigh& 
Weighted 
AvWa 

AWWe Fair va us $ 

..~._ J - _ 568,750 568,750 $ 0.48 J 0.08 
Eabnce. December 3 1, 1998 568.750 568.750 0.48 

~zd 1.325.865 136.3001 366.335 1 M2.203 5.06 2.57 3.00 
136.3001 

eaiance. December 3 I, 1999 i .289.565 935.085 2.22A.650 3 3.93 

Options outstanding. exercisable ond vested by price range ot December 3 I , 1999 ore os follows: 

Range d Numb 
ExefciE Price Outstordina 

Weighted Awoge 
Contmaual Life 

Numfx 
vested ad 
Exercisable 

8.8 422.917 
9.3 
9.8 224,033 
9.9 

646.917 

The Company ka odopred the diwbsureonfy provisions of SFAS No. 123. ‘Accounting for Stak&xed 
Compensation.’ Hod compensation expense for the Plon been determined hosed on the fair v&e ot Ihe gronf dotes, 
OS prewribed in SFAS No. 123. the Company’s comings and earnings per share v&d have been os fool&x 

NQ income flossl onributoble IO common stockholders: 

As reported 

Pro fono 

Basic earnings per common shore 

A5 reported 

Pro forma 

Diluted eurnings per common shore: 

As reported 

Pro forma 
I 

5 4,495,cco 4 l1.w1.ooo1 $ 1i.azi.000 
4,495.cm l2.020.0001 I I ,423,COO 

5 32.11 S IO.381 $ 0.59 
32.11 10.381 0.57 

$ 32.1 I $ IO.381 4 0.56 
32.11 10.381 0.54 

The fair y~lue d each option ~0s estinwed on the dote of grant using the Bbck&f&s option pricing model with the 
following oswmpions used for the grants: expxted dividend yie!d of 0 percent in 011 periods: expected wlotility of 74 
percent far 1999 and 0 percent for I997 OKI I WE; weighted overage risk& intefest rates ranging from 4.9 per. 
cent )o 6.17 percent for all periods presented in the lo& above: and expected lives of four yean for oil peri& 
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7. INCOME TAXES: 

,997 IWB lppo ‘. 

s i.7a3.m s 353.m $ 6.795.CCU 
503.m 245.030 

D&Ted 
Fedem 546.003 a6l.m 5.595.Om 

165,ccI) 102.cco 72l.m 
f 2,997.Mx) s 1.56l.ccn % 13.111.coD 

,997 Rote I WB @aale lw9 ROlC 

lncme bx d&amioed bj applying 
the so* f&d incane lox me 
b income More incMne laxes and 
emoadiran, i&m $2.547.K0 34.0% $ 446.KO 34.0% $lO.lS6.CCO 35.0% 

Slob income bxes, ne( d federal 
income tax bendif 45o.m 6.0 230,ooO 17.5 470.030 1.6 

Federal incone m; ek of 
nmdedudible costs reIded b the 
Tmrecdim [see Note I I - - aa5,cco 67.6 - - 

Rtiprcai coinpsnsation reniemenr - - - - 1.500.030 5.2 
Changes in r- - - - - 936,CC’J 3.2 
clhel - - - - A9,oM) 0.2 
Rmisbn for income bxes % 2.997.033 40.0% $I,MI,C03 I19.I% 5 13.111.KO As% 

Tk cumulative balance &se! effes d deferred tm ifems ore: 
1997 IWB ,999 

TV& cccw”ls recetibk aibwawes 4 129.m s 171.ooo $ 173,Kn 
Vocoticm and orher occmzd qenze~ 26.030 76,030 13o.ccQ 

fwenhxy EmYeS wxo 46,ooO 95,ml 
Tax credits 876,ooO 151,033 
Sbte bxez 250,cal 163,003 152.CCXl 

D&led lax DJseo 45l.ccKl I ,332.ooO 7Ol.cco 
Dqecbk2.l and On‘!&rn~ II .o97.oool 12.834.CCOl l5.982.0031 

Copilolized inkei& II 30,oml 1884.coo1 
Reciwcai comcenmioo senhen! 19ao.ml 

P&red tar liobilitier, 

M d&et bax liability 

less: Amourn cbsihed OS cwent deferred kxx osser 

N~I ~~~rrent deferred tax liability 

ff2a.cw 

I I .22s.@.x 

1774,CCQ 
1t00.003 

9 1934.ooO1 

llOS.ooO1 

l3.069.m1 

II .737,m1 
151,Mx) 

16 II .a8a.cml 

rJo8.mI 

fa.754.cw 

18.053.ccot 

5ao.m 

li 18.633.0031 
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8. RELATED-PARm TRANSAaONS: 

Bay Alarm Company (Bay Alarm) 

8-q Alarm (0 stc&c!der oi the Company] and io 
subsidianl. InRecch Internet. UC. are wlleniwiy one 
OitheC anpony’s largest customrs of telephone nework 
setices. comprising appmximotety $2.109.o00. 
$2.680.000and62.667.000, ~7.1 percenr.6.3pr- 
cent ad 2.8 percent. of I& Compomjh revewes for the 
yeooededCkember31. 1997, iW8andlR9. 
respxtiveh/. The Compv aLo had omwnh due from 
8ayAbrmotkember31. 1998od 1999. Then 
omunts ore included in cccounts receiwbk from r&fed 
ponies in he occompoqing balance sheen. 

ky Alarm provides Ihe Company with security monitoring 
Setices at its mnmd commercial roes. The Company 
has mx&d $48&X0. $58.ooO ad $~O.OOO as se11 
ing. general a-d cdministrative expense for these se~icer 
for Ihe yean ended December 3 1, 1997, I998 and 
1999. respedively. 

AJ outlined in Note 5. the Company leases its facility in 
Cakbnd from l?q Alarm. In addition 10 rent paid under 
this kose. !he company recorded selling. general and 
administr& expense of $0, $59.000 and $35,ooO 
for the yeon ended 1997, I998 and 1999. 
respective for r&kc utility charges. In &y 1999. 
the Cornpony remred the ogreemenr to oh for 
dirti paymen& to Ihe utiliv company. 

Notes Receivable fmm Sk&holder 

In connedion with the Tmns.xticm. o s&h&er of the 
Company. who is also an officer, purchased 37,503 
shares of CommOn std from the Cmpny bl 
$25O.o00. The Gmpmy received 550,CCO in cash 
from the skxkhofder and entered into CI me recetibk 
k~r the remining tmlonce of $2oO.ooO. Uzaquenr to 
the Tmnxmbn. ono~her officer of the Company acquired 
4,247 shares of cornman stock for $42,fXO. The 
Company received J9,ooO in ash and entered into a 
Moe recetibk for h remaining J33,ooO due from the 
dicer. The notes mcnte interest at 5.54 percent and 
5. I2 percent. respecttvely. compounded annually, with 
any unpaid accrued intewst and principal dw of the 
earlier of I I I rhe sale of the above swk with proceeds 
received first applied lo unpid interest. then M principoi: 
121 de of lhe Company: 131 60 days from the dote the 
stockholder is no longer an employee of the Company or 
cx subsidiary; o( I41 September 16. 2003 and Oaokw 
16. 2003. respaiily. 

9. REllREMENl PLAN: 

In Onober 1996. the Company odopd a 40 I lkl 
refiremenr plon f!he Plan) for all fulkime employees who 
ime compkled SIX moths of service. The plan year 
is from jonwry I to December 3 I, ~2nd the Compmy 
will contribe $0.50 for every 9 I .CO cmnibured by 
the empkyee. sub- 10 rhe Componyi conMarion W,I 
exceeding 3 percent of the empws ralo~. Ponicipoms 
become I+ wted after six yeon of service. although 
fhey vest iooementolh/ on on annul basis ahr hvo yeon 
of wvice and until Ihe rix-,eor pericd is completed. The 
bmpmy recorded ding. general and adminirlrotie 
expense d 463,COO. $58,CCO ad % 134,ooO for the 
yearsendedDecember31. 1997. 1998andl999. 
respectivefy, for the Companyi matching con~ibutions. 

Employees d Ihe Company previoush/ conttiburing IO the 
CalPage 401 It) retirement plan Iwith identical provisions 
to the Pbnl were abk 10 roll their accumulated benefits 
into the Plan of dote of mmmencemenf [Ccfober I, 
19961. with all pior empi- contributions becoming 
fldy vested cm he dare d rcher. 

10. SALE OF ANSWERING SERVICE DIVISION: 

In March 1997. the Cornpony told the customer base 
and 0th asets of its owering service division for 
ti2O.ooO. poyobk %2oO.ooO in ash and o 
pmmiswy note of $22O,ooO. The promiss0-y now 
was paid in Cctober 1997 of o discount d $18,OCO 
The Capmy recognized 0 net gain of $385,ooO 
on the de in the yeor e&d December 3 I, 1997. 

11. SUBSEQUENT MNTS: 

Effec~ivelonwry I, 2ooO. the Ccmpany acquired the 
customer tnse od cemin oher ass of Nape V&y 
Teleccm (Napa Tekmml. o switch&wd. bng distance 
tekmmmunimtions ccmpany heodqwneej in Nopa 
Valley. California. The tot01 purchase price. which ~0s 
paid in cash. was opproximofefy $A,CXXJ.ooO plus 
additional payments IK)I to exceed .$5CO.o00 if cermin 
revenue tirgets ore met. In connection wih this 
agreement, he Company granted cemin key employees 
of Napa T&corn options to plrchae the Cornpay’s 
common stcci 01 ib November I999 initial public offering 
price of $ IO. As 0 result. the Compny will recognize 
deferred compensaion of approximate& 9900,coO. This 
amunt will be amonired 0s on opemaring expense over 
the fcur year vesting term. 
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Effectie February I, 2003. the Cornpony acquired all of 
Y z Ihe outsmnding snuk oi Ins!allne~. Inc. [Insmilnetl and three 
c- 
g other &ted companies headquartered in Swhern 

.s 
California. lnstollrer is primarily in rhe busiwsr d 

2 telecommunimtkxu equipment irW&tion. The loml 

2 purchase price. which WI paid in cash and stcck, 

> opproximmed $lA,CCO.COO plus odditioral wntr 

,; cot M exceed % 1.5cO.oco. if CertOin rwenw targets 
ore ma. In addition. the &pony has groned cpriona 
to cenain lnstollnet empbyees 10 plrchare on aggregoe 
of 105.ooO shores of the Company’s common stock ot 
the marker price a! Ihe doe of grant. 

lleje acquisitions will be acccunled for usiq the 
purchase m&cd of accounting. 
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